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E.O. 11652: GDS 

TAGS: PINT, PFOR, GW, WB, ECON, EFIN 

SUBJECT: CHANCELLOR SCHMIDT S NEW YEAR STATEMENT 

REF: MOSCOW 19197 

BEGIN SUMMARY: CHANCELLOR HELMUT SCHMIDT DEVOTED MUCH OF 
HIS NEW YEAR'S STATEMENT TO THE ECONOMIC SITUATION IN THE 
FEDERAL REPUBLIC. HE INDICATED THAT UNEMPLOYMENT WOULD 
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IN TWELVE MONTHS THE SITUATION WOULD BE IMPROVED. HE 
PREDICTED THAT DIFFICULT ECONOMIC TIMES WERE AHEAD BUT 
POINTED OUT THAT THE FRG ECONOMIC SITUATION WAS BETTER 
THAN IN MOST OTHER COUNTRIES. ON THE POLITICAL FRONT THE 
CHANCELLOR MADE THE DECIDEDLY OPTIMISTIC STATEMENT 
THAT GERMANS NEED NOT WORRY ABOUT BERLIN IN 1975. PRE- 
DICTED INCREASED RELAXATION IN RELATIONS WITH THE GDR AND 
POINTED TO REFORMS ACCOMPLISHED BY THE GOVERNMENT OVER 
THE LAST YEAR. HE ALSO CALLED FOR SOME REFORMS IN 1975. 
SCHMIDT S PROGNOSIS ABOUT BERLIN COULD BE POLITICALLY 
EMBARRASSING IF DIFFICULTIES ARISE IN THE COURSE OF THE 
NEXT YEAR. END SUMMARY 

1. IN HIS NEW YEAR'S STATEMENT DELIVERED ON DECEMBER 31, 
CHANCELLOR SCHMIDT INDICATED THAT UNEMPLOYMENT WOULD IN- 
CREASE EARLY IN 1975 DUE TO SEASONAL FACTORS. BUT IN 
TWELVE MONTHS' TIME THE SITUATION WOULD BE IMPROVED. 
MEANWHILE, HOWEVER, THERE WILL BE DIFFICULT TIMES WHICH 

HE LINKED TO THE OIL CRISIS WHICH BEGAN IN 1973. 

2. THE CHANCELLOR HIGHLIGHTED THE FOLLOWING POINTS, CON- 
TRASTING THE ECONOMIC SITUATION IN THE FRG WITH OTHER 
COUNTRIES: 

A. THE FRG HAS THE BEST TRADE AND PAYMENTS 
BALANCE AS WELL AS THE LARGEST GOLD AND FOREIGN 
EXCHANGE RESERVES. 

B. THE GLOBAL RECESSION HAS HAD LESS EFFECT 

IN GERMANY THAN ELSEWHERE, WHICH IS SUPPORTED BY THE 
UNEMPLOYMENT STATISTICS WHICH ARE NOT SO HIGH AS IN 
MOST OTHER COUNTRIES. 

C. THE MAJORITY OF THE DM 10 BILLION COUNTER. 

CYCLICAL RESERVE WILL BE USED TO STIMULATE THE 
ECONOMY. 

D. TAX REFORM AND CHILDRENS ALLOWANCES WILL 
ALSO HELP TO STIMULATE THE ECONOMY. 
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E. THE NET REAL INCOME OF THE WORKER IS THE FOURTH 
HIGHEST IN THE WORLD. 

F. NO OTHER COUNTRY IN THE WESTERN WORLD HAS CON- 
TROLLED INFLATION SO WELL AS THE FRG. 

3. TURNING TO POLITICAL DEVELOPMENTS, SCHMIDT TOOK A 
DECIDEDLY OPTIMISTIC POSITION ON THE QUESTION OF 
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BERLIN. HE SAID THAT THE GERMANS NEED NOT WORRY ABOUT 
BERLIN IN 1975 ("UM BERLIN BRAUCHEN WIR UNS IM NEUEN 
JAHR KEINE SORGEN ZU MACHEN”) AND PREDICTED THAT RELA- 
TIONS WITH THE GDR WOULD BECOME MORE RELAXED. 

4. IN THE PORTION OF THE STATEMENT DEVOTED TO THE 
POLITICAL SITUATION, CHANCELLOR SCHMIDT ALSO STRESSED THE 
REFORMS ACCOMPLISHED BY THE GOVERNMENT IN 1974 WHICH 
PROVIDE IMPROVED SECURITY FOR PRIVATE PENSION FUNDS AS 
WELL AS INCREASES IN UNEMPLOYMENT BENEFITS AND SOCIAL 
SECURITY. HE PROMISED FUTURE REFORMS (E.G., CO-DETERMI- 
NATION, REFORM OF THE LEGAL STATUS OF THE FAMILY AND 
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CHANGES IN THE CRIMINAL CODE). THE CHANCELLOR PROMISED 
TO DO WHAT WAS "NECESSARY AND REASONABLE" TO PROTECT 
GERMAN SOCIETY AGAINST POLITICAL TERRORISM AND WARNED 
AGAINST HYSTERIA. TURNING TO FOREIGN POLICY HE SAID 
THAT GERMANY FACED NO PARTICULAR PROBLEMS IN 1975 AND 
WAS PREPARED FOR CLOSER COOPERATION BETWEEN THE NEWLY- 
RICH OIL-PRODUCING STATES AND INDUSTRIALIZED NATIONS. 
CONFIDENTIAL 
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5. COMMENT: SCHMIDT’S STATEMENT ON BERLIN IS THE MOST 
OPTIMISTIC PREDICTION ON THE CITY BY A LEADING GERMAN 
(OR OTHER WESTERN) POLITICIAN IN EMBASSY RECOLLECTION. 
PRESUMABLY THE CHANCELLOR WOULD NOT TAKE SUCH A POLITI- 
CAL RISK IF HE WERE NOT CONVINCED THAT THE SOVIETS WILL 
ENSURE THAT BERLIN PROBLEMS ARE MANAGED IN SUCH A WAY 
THAT THEY DO NOT ADVERSELY AFFECT PROSPECTS FOR ECONOMIC 
COOPERATION WITH THE FEDERAL REPUBLIC. (AS POINTED 

OUT 

IN EMBASSY MOSCOW'S 19197, SUCH ECONOMIC COOPERATION IS 
NOW EVEN MORE IMPORTANT TO THE SOVIETS IN LIGHT OF THE 
DIFFICULTIES THEY HAVE HAD IN OBTAINING CREDITS FROM 
THE UNITED STATES FOR LARGE-SCALE DELOPMENT PROJECTS 
IN THE USSR.) THE CHANCELLOR'S WILLINGNESS TO GO OUT ON 
A LIMB AND HIS UPBEAT PROGNOSIS ABOUT BERLIN ARE PRE- 
SUMABLY ALSO INTENDED TO HELP GOVERNING MAYOR 
SCHUETZ AND THE SPD IN THE MARCH 2 ELECTIONS. WHILE 
STRONG SOVIET INTEREST IN OBTAINING ECONOMIC COOPERATION 
FROM THE FRG IS BORNE OUT BY EMBASSY MOSCOW'S ANALYSIS 
(REFTEL), THE CHANCELLOR'S OPTIMISTIC PUBLIC STATEMENT 
GIVES A HOSTAGE TO FATE AND COULD BE POLITICALLY EMBAR 
RASSING SHOULD DIFFICULTIES ARISE OVER BERLIN IN 1975. 

6. SCHMIDT'S COMMENTS ABOUT THE ECONOMIC SITUATION CON 
TAIN NO SURPRISES AND MERELY RESTATE THE OFTHEARD LITANY 
OF COMPARATIVE ACCOMPLISHMENTS. PERHAPS NOTABLE IS 
THAT A TWELVE-MONTH PERIOD OF HARD TIMES AHEAD WAS 
CITED. THE "OVER THE HILL BY EARLY SUMMER" COMMENT OF 

A FEW DAYS AGO (BONN 19235) PROBABLY REFERRED TO THE 
POINT WHEN THE CYCLICAL SITUATION WILL HAVE TURNED 
AROUND. ON THE OTHER HAND, TWELVE MONTHS FROM NOW 
PRODUCTION AND EMPLOYMENT LEVELS ARE ANTICIPATED TO ONCE 
MORE BE UP TO AND SURPASSING CURRENT LEVELS. END COM 
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